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KEY ECONOMIC INDICATORS 


INCOME, PRODUCTIVITY, EMPLOYMENT A B Cc D 
1974 1975 % Change 1976 
A&B 
GNP at Current Prices (Mar.Yr.) 8593 9421 10445** 
GNP at Constant (1965-66) Prices (Mar.Yr.) 4994 5122 d 5173* 
Per Capita GNP, Current Prices (Mar.Yr.) 2963.1 3140.3 3369 .4** 
Indices: 

Industrial Production 

(1965-66=1000) (Mar.yYr.) 1566 1631 1679* 

Average Production 

(1965-66=1000) (Mar.Yr.) 1129 1127 \ 1121* 

Average Weekly Wage Rate 

(1965=1000) (Sep.Yr.) 2112 (4) 2508 5) + 18.75 2781** 
Personal Income (Mar.Yr.) 7457 8321 + 11.59 9330* 
Labor Force (0000's) (Oct.) 1188.7 1198.7 + -84 1207 .7* 
Average Unemployment Rate (000's) (June) Lae 3.9 +225.0 6.3 
MONEY AND PRICES (2) 
Money Supply (Mar.Yr.) 1297.8 1330.7 + 2.56% 1596 
Public Debt Outstanding (3) (4) (June Yr.) 3742.5 4297.3 + 14.82 5699 .6 

External Debt (June Yr.) 457.1 934.0 +104 .33 1431.6 

Domestic Debt (June Yr.) 3285.4 3363.3 + 2.37 4268.0 
External Debt Service Ratio # 1.9 240 + 31.58 3.8: 
Average Comm'l Bank Interest Rate (Mar.) (5) 6.11 6.01 - 1.64 6.8 
Indices: 

Retail Sales (1957/58=1000) (Mar.yYr.) 1853 1808 1791 

Wholesale Prices (1957/58=1000) (Mar.Yr.) 1915 1955 5 2458 

Consumer Price (Dec.Qtr.1974=1000) 

(Mar.Yr.) 1031 1208 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (June Yr.) 593.6 654.2 + 10.21 571.9 
Balance of Payments (Current Account Def. 

Balance) (June Yr.) DEF. 333.9 1066.8 Inc.239.5 704.4 
Balance on Trade (June Yr.) MINUS 101.2 716.7 Inc .608.2 236.5 
Exports (FOB) (Mar.yYr.) 1829.0 1539.4 - 15.8 1944.8 

U.S. Share (Mar.Yr.) g22.3 200.6 - 37.6 218.5 
Imports (CIF) (Mar.Yr.) 1741.5 2766.5 + 58.9 277257 

U.S. Share (Mar.Yr.) 225.2 357.7 + 66.2 382.5 


# Does not include amortization; *Embassy estimate; ** NZ Institute of Economic Research 
estimate; (1) Revised; (2) Provisional; (3) The Public Debt covers all monies borrowed either 
internally or externally to be used for national development within New Zealand, it does not 
include the country's borrowing to boost overseas reserves; (4) A proportion of the increase 

in the Public Debt is accounted for in the realignment of NZ currency; (5) The requirement that 
banks keep their average overdraft rate to a specified maximum rate was abolished on March 2, 
1976. 

SOURCES: NZ Institute of Economic Research's "Quarterly Predictions"; Monthly Abstract of 
Statistics; Reserve Bank Bulletin and Overseas Exchange Transactions; The Budget; The Public 
Accounts; News Releases of the NZ Department of Statistics. 





During the first half of 1976 New Zealand was plagued by a severe 
balance of payments deficit, a huge government deficit and high 
inflation. Though economic measures were introduced early by the 
new National Government when it took office in December 1975 to 
correct this situation economic activity continued at too high 

a level well into 1976. Retail trade remained active, influenced 
by the aftermath of large government spending, early buying to 
beat inflation, increasing agricultural export receipts and a 
resurgence in business confidence accompanied by relatively low 
unemployment. 


A combination of high consumer demand, rising import prices, 
increasing charges for government services and price increases on 
items for which consumer subsidies had been removed increased the 
inflationary pressures. Continued high import levels stimulated, 
inter alia, by anticipation of a possible imposition of import 
restrictions, were a great concern to the Government. Greatly 
increased farm operating costs continued to discourage needed 
investment to increase production for export. 


The various government economic measures to restore a better balance 
in the economy should have increasing effect during the second half 
of 1976. Government deficit spending will continue to decline. 
Inflation and imports should taper off as will real income and 
economic growth. Unemployment will likely continue at higher levels. 


With general economic recovery abroad and with prospects for expansion 
of new markets, there should be sustained demand for New Zealand's 
pastoral exports and growing manufactured exports. But, increasing 
import prices could again adversely affect New Zealand's terms of trade. 
Also, in spite of a one year wage freeze, some labor union demands for 
cost of living wage increases have kept alive the specter of industrial 
strife and further inflationary pressures. 


The level of United States exports to New Zealand will likely decline 
from the record high of 1975 as New Zealand's imports are cut back. 
However, demand for certain classes of imports will continue, and, 
once New Zealand's most serious economic problems lessen, demand for 
many of the traditional U.S. exports to New Zealand should experience 
a resurgence. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


An inflation rate for the year ending June 1976 of nearly 18%, increasing 
import payments, increasing invisibles payments, a current account deficit 
for the June 1976 year of over $700 million, nearly $600 million in official 
and private foreign borrowing during the period (6% of the estimated 

Gross National Product -GNP- of $10,445 in the fiscal year ending March 1976) 
and a budget deficit of over $1 billion in FY-76 (nearly 10% of GNP), give 

a graphic representation of the stark economic situation facing New Zealand 
at mid-1976. But behind these sobering figures which have prompted 

informed observers to speak of a structural imbalance, there were signs 

that the economy was starting to right itself. The New Zealand Institute 

of Economic Research (NZIER) forecasts a fall in the rate of inflation to 
about 134% for the year ending March 1977 (recently announced wage and 

price freezes could nudge this even a little lower). The outlook for 
pastoral export earnings which, after the low of 1974/75, rose to record 
heights in the 1975/76 year, remains buoyant. 


But the situation is complex and far from justifying unrestrained 
optimism. The rise in import prices which was about 30% during 1975/76 
is forecast to be about 15% during 1976/77 (if petroleum prices remain 
fairly stable and inflation in New Zealand's trading partners is kept 
under control), but the volume of imports which is estimated to have 
fallen 224% in the 1975/76 period is forecast to decline a further 134%. 
Production is also forecast to decline in 1976/77 about 2%. GNP is 
expected to reach $11,735 million in 1976/77 but unemployment (and those 
on relief work) which remained below 1% for the first 5 months of 1976 
has begun to rise and though still low by world standards is the highest 
since the depression of the 1930's. Liquidity and bank deposits remain 
high. Building construction and investment are generally down and excess 
capacity in industry is increasing, though retail sales still remain 
relatively high except for certain categories of products as motor cars 
and television sets which have had impediments - such as increased down 
payments and shortened time payment conditions - applied to their sales. 


Included in the bright spots are manufactured exports, which continue 
their steady and impressive rise (up 264% since 1973). Also, forest 
products continue to gain as a foreign exchange earner. 


On the other hand, a continued high level of foreign borrowing has been 
necessary to cover the persistent high level of imports (a large share 
of which are materials for industry), but also increasingly to cover the 
growing invisibles deficit which is made up mainly of mounting payments 
on the foreign debt and of freight on exports. 


With the budget deficit still over 7% of GNP further reductions are 
inevitable. What repercussions these might have on other sectors 
depends in great part on how they will be carried out. 
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On the industrial relations front stoppages due to growing labor 
discontent with the wage freeze have hurt some industries, including 
forest products the increasingly important foreign exchange earner. 
The situation could deteriorate. If the workers succeed in getting 
wage increases, a new inflationary cycle may be set off. 


New Government Attacks Economic Ills 


Since the National Government took office in mid-December 1975, its 
economic policy has aimed at dealing with four major problems, (1) 

the unsustainable current account deficit in its international payments, 
(2) the mounting government budget deficit, (3) the record shattering 
rate of inflation, and (4) the danger of increasing unemployment. 

A series of economic packages ("mini-budgets"), the first one a week 
after the new Government took office, demonstrated its determination 

to take early and effective action. The sense of urgency became clear 
as one new set of measures followed the preceding, often before the 
full effect of earlier steps were fully evident. 


According to figures released by the National Government shortly after 
it took over, on the basis of the rate of government expenditures at 

the end of 1975 the deficit for the fiscal year ending March 1976 would 
have reached $1.2 billion and for FY-77 $1.4 billion. A drastic cutback 
in expenditures for consumer subsidies and increases in charges for 
government services announced on December 22, 1975 were estimated to 
reduce government expenditure by about $252 million. Several prices rose 
steeply with the drastic cutback in consumer subsidies. From January 

to April milk doubled in price, domestic postage rates rose 100%, 
telephone and telegraph rates were up 50% to 60%, sub - and interurban 
rail fares jumped 38% and 64% respectively and electricity, up 45%. 
Eventually subsidies on butter, eggs and bread as well as other basic 
items were also cut, increasing their prices. 


To reduce consumer demand time payments on color television sets were 
tightened drastically and buying new cars on time was prohibited. 
Interest rates on Housing Corporation loans were raised and income 
conditions for loans were tightened. Rent on government housing was 
raised. 


An April announced restraint on capital works and advances to State 
corporations, a cut in funds for regional and industrial development, 
delayed completion of power projects (estimated to save about $40 million 

in 1976) closing of some rail lines and a freeze on Civil Service hiring 

all further reduced the growing government expenditures. A special Cabinet 
Committee identified other cuts which could be made in the operating budgets 
of the various Government Departments and agencies. Virtually no agency 
escaped important cuts. 
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On the anti-inflation front in addition to a January wage increase that 
was considerbaly below the scheduled semi-annual increase to match the 
rise in the cost of living for the preceding six months, on May 14 in 

lieu of a larger semi-annual cost of living wage adjustment due in July, 
the Government announced a nationwide 7% up to $7 weekly increase in 

wages effective June 25. The $7/7% increase was coupled with a 12 months 
freeze on wages and work agreements or awards. Professional fees and 
charges were also frozen and company dividends were limited. A subsequent 
amendment to the wage freeze allowed limited wage agreement renegotiations 
in “exceptional circumstances" leading to joint employer-worker requests to 
the Industrial Commission to authorize cost of living wage raises. Some 
labor unions resorted to rolling work stoppages to force employers to agree 
to joint requests. After several weeks of such stoppages affecting a 
number of firms and increasingly disrupting economic activity, to reduce 
the adverse effect on the companies and to discourage the stoppages the 
Government authorized companies to suspend non-striking employees who 
became idle because of the stoppages. Also,a price and rent freeze was 
announced to continue to the end of 1976. Whether these will deter the 
unions concerned is not now clear. Industrial strife could grow. Though 
the price freeze should reduce the rate of inflation through the end of 
1976 when it will end, it could also hurt a number of retailers and 
manufacturers through profits squeeze. 


FY-77 Budget Cuts Government Expenditures and Offers Export Incentives 


Under the Labour Government from 1973 to 1975 the share of the GNP represented 
by the public sector rose from 30% to 42%. According to the Prime Minister, 
by paring government expenditures during the first 8 months in office, the 
National Government was able to reduce the deficit of the expenditure budget 
for the fiscal year ending March 1977 (FY-77) by $550 million and thus 
reversed the trend of the increasing level of government expenditure in 
relation to GNP. The FY-77 expenditure budget is $4,597 million, only 4.8% 
greater than the year earlier (vs. a 28.5% increase in the FY-76 budget). 
The income budget is increased 10.8% to $3,750 million (still leaving a 
deficit of $847 million). But the reduction in the public sector account in 
real terms becomes apparent by a comparison of the estimated inflation rate 
for FY-77 of about 134% with the increase in government spending of less 
than 5%. A freeze on new government hiring reinforced the reversal of the 
trend toward the expanding public sector. 


The FY-77 budget emphasized incentives to industry such as investment and 
some depreciation allowances for new plant to increase production for export. 
Incentives for greater agriculture exports include interest free livestock 
suspensory loans for increasing livestock production, tax deductible farm 
ownership schemes and a rebate on some pest free fruit exports. The fishing 
industry benefits by special incentives. 
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Increased sales taxes on such items as marine engines, home 
entertainment equipment, including radios and TV sets, aim at further 
reducing consumption. A new 10% sales tax on machinery other than 
dairying, agriculture, farming, forestry, fisheries and certain 
essential public services will discourage investment for other than 
export and further reduce imports. Duties on tobacco products and 
excise and customs duties on alcohol and a 10% tax on international 
travel (except to neighboring Pacific Island countries) also aim at 
cutting foreign exchange expenditures. 


Exports Rise But Imports and Invisibles Payments Still Outstrip 
Them 


According to the Overseas Exchange Transactions (OET) figures of the 
NZ Reserve Bank for the year ending June 1976 there was a significant 
increase in receipts for such traditional export categories as meat 
(up 39%), wool (up 79%), butter (up 64%), cheese (up 154%), and the 
two increasingly important export categories, manufactured products 
(up 65% to account for 14% of all exports in the June 1976 year) 

and forest products (up 36% to 8% of the June year exports). Total 
export receipts for the June 1976 year rose 50% above the June 1975 
year to $2,490.55 million. But increasing import payments during the 
same period raised the total to $2,727 million (nearly 15% above the 
June 1975 year), making a trade deficit of $237 million (vs. a $717 
million deficit for the June 1975 year). The invisibles deficit 
increased nearly 34% over the June 1975 year to $468 million. This 
was due in large part to higher interest payments on the growing 
official and private foreign debt and on ocean freight charges. 
Invisibles rose to over 12% of current account payments. They will 
continue to grow. These current increases helped boost the total 
current account deficit to $704 million for the June 1976 year 

(vs. $1,067 million for the year earlier period). However, barring 
a significant surge in import price increases or an unexpected 
decline in export prices the balance of payments deficit will continue 
to decrease. 


To finance the current account new official borrowing during the June 
1976 year totalled $834 million (including $250 million in IMF drawings) 
and net private receipts totalled $183 million. Official loan repayments 
during the period totalled $416 million. At the end of June 1976 
official foreign exchange reserves increased slightly over one year 
earlier to $572 million. 


According to the Reserve Bank OET figures for the year ending June 1976 
the United Kingdom was New Zealand's best customer, taking nearly 21% of 
all exports (and nearly 1/3 of her meat (mostly lamb) and 3/4 of her 
butter exports). Japan was the 2nd best buyer of New Zealand's exports, 
taking over 13%. The U.S. was 3rd with 12.6% (including about *% of NZ's 
total beef exports) and Australia 4th with 12% (including 45% of NZ's 
manufactured exports and 50% of her forest products). 





The Reserve Bank's OET's show the U.K. supplying 28% of New Zealand's 
imports, the U.S. supplying 26%, Australia just under 20% and Japan 
just under 10%.* 


Based on Reserve Bank figures the New Zealand trade deficit with the 

U.S. dollar trade was $389.5 million. The Pound Sterling trade deficit 
was $253.2 million**and with Australia $234.3 million. The U.S. led in 
NZ"s invisibles deficit($112.8 million). It was $111 million with the U.K. 


Outlook for Agricultural Sector Looks Generally Good 


Favorable weather conditions prevailing over most of New Zealand in early 
1976 increased agricultural production. According to the NZ Meat Producers' 
Board export meat production for the 1975/76 season rose 5.6% (beef was up 
12% and lamb nearly 8% vs. declines in mutton and veal) over the year 
earlier season. Pastoral export receipts for the year ending April 1976 
rose by $477 million (over 39% above the year earlier period). The impact 
of increased Government charges (e.g. for meat inspection) and other 
operating costs and sporadic industrial disputes, especially in the meat 
industry and concern over the short term prospects for the dairying industry 
had some adverse effect on the agricultural sector. Low real farm incomes are 
still a discouragement to investment for increased production for export. 
Nevertheless, according to a Department of Agriculture Situation Report, 

the total beef kill for the 1975/76 season will exceed last year's kill by 


30,000 head. Total beef production should run over 5500 tons. But this will 
mean a continued rundown in cattle numbers which should result in lower total 
beef production in the 1976/77 season. However, the new meat price 
stabilization scheme announced in May, plus the new incentives to increase 
livestock production contained in the FY-77 budget should have a beneficial 
effect on the overall future attitude of the cattle growers. 


New Zealand beef exports to the U.S. (NZ's most lucrative market) for 1976 
are limited to 259.8 million lbs. bya voluntary restraint agreement signed 
by the two governments. (The total 1975 allocation (including shortfall 
was 262.5 million lbs.) New Zealand must find alternative markets outside 
the U.S. for about 5 % of the 1976 estimated export production. (In 1975 
about 65% of NZ export production went to the U.S. and in 1974 about 69%). 
But market opportunities elsewhere (especially Japan and Canada) have not 


been so favorable especially because of severe competition with Australia. 


* NZ Department of Statistics March 1976 trade figures show 17.6% of NZ 
imports coming from the U.K., 18.0% from Australia, 13.8% from the U.S. 
and 14.9% from Japan. The higher U.S. and U.K. import/export figures of 
the Reserve Bank as compared with the Department of Statistics figures 
are probably due to the fact that some NZ trade with other countries is 
carried on in Pounds Sterling or US$'s. Reserve Bank figures record currency 
movements not goods whereas Department of Statistics trade figures are 
based on actual entry and exit of goods. 


Department of Statistics trade figures for the March 1976 year show a 
deficit in trade with the U.K. of $62 million and in trade with the U.S. 
$164 million. 





TheEEC market is limited by an import regime. 


Prospects appear good for continued improvement in the short term in lamb 
prices sold to the U.K. Also the outlook for exports to other markets 
seems to be improving. Sheep numbers are estimated to increase as of 

June 1976 to 57 million, a rise of approximatley 3 per cent over 1975. 
Total wool production for the 1976/77 season should rise to at least 682 
million pounds. Wool prices have risen considerably over the 1974/75 season 
of 41.7 cents a pound, with the season's average reaching 71.4 cents per 
pound. Exports increased considerably, and though the surge in demand to 
replace rundown stocks has apparently passed, overall economic recovery 
and a cautious return of confidence in the textile industry augures well 
for sustained exports of wool. From a longer term point of view, greater 
stability of income is now assured wool growers by the establishment in 
May of a wool price stabilization scheme by the Wool Marketing Corporation. 


New Zealand 1975/76 dairy production has been running an estimated 9% 
ahead of last season as a result of favorable climatic conditions. 

Though the value of butter and cheese exports rose sharply starting 1975, 
the non-fat milk powder (NFMP) market began to deteriorate in 1975 because 
of the EEC stockpile. In early 1976 the price for NFMP dropped from the 
informally pegged price of $520 per MT to $350. Some over-age NFMP had to 
be sold at even lower prices for animal feed. New Zealand's estimated 
stock of over 330,000 tons will decline slowly. The outlook for the dairy 
industry is now clouded because of the NFMP surplus and looming butter 
and cheese surpluses especially in the EEC, an important market for NZ 
exports. However, the severe 1976 drought in Europe could change NZ's 
dairy export outlook for that area some. 


Grains: With a 60% increase in area sown in 1975, total wheat production 
in the 1975/76 season was 470,000 tons, 98% above the low of 1974/75. It 
is predicted that this should more than satisfy domestic demand. The wheat 
price to growers set for the 1976/77 season of $2.99 a bushel created 
strong criticism. The area to be sown next season may decline. Barley 
production (378,000 tons) was down about 12% below 1974/75. With estimated 
consumption of 263,000 tons and 75,000 tons in exports there will bea 
surplus. The 1976 corn production is estimated to increase about 16% to 
some 263,000 tons. Exports should be about 64,000 tons. 


New Zealand's Trade Pattern is Changing 


New Zealand's exports to the Middle East countries, a relatively new market 
for New Zealand, have been showing some impressive recent increases. 

During July 1975 to March 1976 period (the latest for which there are 
trade figures), exports to Iran have increased 60.5% over the same period 

a year earlier,reaching $23 million, exports to Iraq were $14.7 million 
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(up 207% over the same 9 months a year earlier), exports to Saudi Arabia 
were $1.4 million (up 21.6%), to the United Arab Emirates $1.8 million 

(up 82%) and to Kuwait $2.4 million (up 107%). The traditional NZ exports; 
meat, wool, and dairy products make up most of these exports. Bahrain 
bought $1.1 million in both periods but the product content changed from 
used ships and boats and paper,to meat. 


It is interesting to note that, excepting for Iran which bought $4 

million worth of NZ meat and wool in the 9 months ending March 1974 ,NZ's 
total exports to all the rest of these countries for the 9 months to 

March 1974 only totalled slightly over $1.45 million. Informed observers 
are optimisitc that growth of NZ exports to the Middle East area will 
continue to make notable gains. Imports from these countries, of course, 
are nearly entirely petroleum and petroleum products. These totalled about 
$192.7 million during the 9 months period ending March 1976. 


NZ's trade with certain Communist Countries is also becoming increasingly 
important. For the 9 months period to March 1976, NZ exports to the USSR 
were $28.5 million and for the same 9 months a year earlier New Zealand's 
exports were even greater, reaching $39 million. Exports to Poland during 
the 9 months to March 1976 rose to $18 million (vs. $7 million for the 
year earlier period) and to the People's Republic of China, $12 million 
(vs. $7 million a year earlier). NZ's trade balance is very favorable 
with most of the Communist countries. The principal sources for NZ imports 
from the Communist area do not correspond with the export pattern. For 
example, NZ imports from Cuba were $32 million during the 9 months to 
March 1976 (vs. $7 million a year earlier) and People's Republic of China, 
39.7 million (vs. $13.4 million for the earlier period). 


IMPLICATIONS FOR THE UNITED STATES 


In addition to the licensing system (covering about 25% of New Zealand 
imports) which has been in effect for many years and an import deposit 
scheme announced in February covering about 7% of New Zealand's imports - 
including some industrial equipment, several recent measures taken by the 
Government have either directly or indirectly had the effect of reducing 
imports. The reduction in imports is not restricted to luxury or consumer 
goods (which represent only about 15% of total imports). Recently imposed 
excise and sales taxes, (e.g. the sales tax on certain machinery) will 
discourage investment in new plant. The drastic increase in down payments 
and elimination (as in the case of new cars) or reduction (as in the case 
of television sets) of time payments on these and a number of other items 
in addition to recently increased sales taxes has curbed consumer demand 
for a growing number of consumer items. This has affected industry invest- 
ment plans. By and large production - and investment for production - of 
these, but also other products for domestic consumption will likely remain 
at a relatively reduced or declining level. 
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But with Government policy to encourage exports, by inducements to 
increased agricultural and industrial export production, especially 
those incentives contained in the current budget, those industries 
which are in a position to take advantage of this will represent a 
growing market for plant and machinery as well as materials for 
production. With an indication of a policy to stress greater local 
content in manufactured exports, those industries where use of more 
local materials is possible will likely be favored as growth industries. 
They should represent a growing market for machinery and equipment 
exports. Industries included in this category might be: forest 
products; food processing; natural gas processing, distribution and 
utilization; coal mining; petroleum exploration; heavy transport 

(e.g. for logging); and, in the longer run electric power generation. 
Among materials for which there would appear a continuing import 
potential are synthetic rubber, chemicals (including industrial, 
fertilizers, insecticides and fungicides), pharmaceutical compounds, 
metals, cotton and perhaps to a slightly less extent synthetic fibers 
and fabrics. Though duties on tobacco have been increased by 27%, there 
should be a continuing, albeit somewhat reduced, market for this 
product. 


With the 200 mile economic zone edging closer to a reality, interest in 
New Zealand in expanding its fishing industry (from catching to 
processing) is growing. The FY-77 budget includes special incentives 
such as a 40% investment allowance on expenditures for new fishing boats 


and new fish farming plant and machinery (other than on-shore processing 
facilities). Tax provisions for certain shell and fresh water fish 
development expenditure is extended and development loans broadened. 

To discourage foreign fishing in New Zealand waters, foreign fishing 
vessels calling at New Zealand ports must now pay a $1,000 to $5,000 tax 
depending on their size. 


With the overall decline in New Zealand imports, other principal suppliers 
of New Zealand (mainly Australia - which has a free trade agreement with 
New Zealand, the U.K. - which has historic trading ties with New Zealand 
and special though decreasing trading preferences, Japan and the EEC 
countries) will be increasingly aggressive to maintain their level of 
exports. 


Opportunities exist for U.S. exporters to compete effectively through 
price, delivery time, servicing and product quality. There are also 
opportunities for manufacture or processing in New Zealand under license. 
Though New Zealand does not seek foreign investment, proposals which 

are clearly in New Zealand's interest in accordance with specifically 
defined criteria are welcome. 
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